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EXECUTIVE    SUMMARY 
Purpose 

As  the  state  of  Montana  approaches  the  1993  biennium  budget  process, 
the  1991  legislature  will  find  that  current  policies  for  funding  Montana's 
highway  system  are  at  a  crossroads.  The  nation's  interstate  system,  which 
has  been  the  focus  of  the  federal -aid  highway  program  for  over  two 
decades,  is  nearly  complete.  A  great  deal  of  uncertainty  exists  regarding 
the  future  course  of  the  federal  transportation  program,  and  the  impact  on 
Montana's      budget     is      unclear.  Furthermore,      the      ten      year      state 

Reconstruction  Trust  Fund  (RTF)  program,  enacted  by  the  Montana 
Legislature  in  1983  to  reverse  deterioration  in  the  state's  primary  road 
system,  is  scheduled  to  sunset  at  the  end  of  the  1993  biennium,  along  with 
the  allocation  of  coal  tax  funds  to  the  highways  program  for  the  RTF 
program.  Proceeds  from  bond  issues  authorized  at  the  beginning  of  the 
RTF  program  have  also  been  exhausted,  and  an  increasing  share  of 
highways  funds  must  be  uspd  to  meet  debt  service  payments  during  the  next 
fifteen  years.      Highways  funding  is  clearly  in  a  period  of  transition. 

The  purpose  of  this  report  is  to  provide  the  Legislative  Finance 
Committee  as  clear  a  picture  as  possible  of  the  major  issues  in  highways 
funding  and  of  the  status  of  the  highways  state  special  revenue  fund,  both 
current  and  projected.      This  analysis  will  include: 

1)  an  overview  of  how  the  highway  program  is  funded  and  the  major 
categories  of  expenditures; 

2)  a  projection  of  the  fund  balance  of  the  highways  state  special 
revenue  accounts  in  the  1993  biennium  and  beyond  at  different  spending 
levels ; 

3)  a  brief  history  of  the  external  forces  and  revenue  and  expenditure 
policy  decisions  that  have  contributed  to  the  current  fund  imbalance; 


4)  an  assessment  of  proposed  and  anticipated  changes  in  highway 
funding,  the  total  funding  needs  of  the  highway  program,  and  their  impact 
on   the  state  special  revenue  fund  balances;    and 

5)  a  summary  of  potential  alternatives  available  to  address  the 
highways  funding  issues. 

Since    the    Department    of    Highways    has    not    yet    announced    its    1993 

biennium   budget   plans    and   federal   funding   levels   and   priorities   are   in   a 

state    of    flux,     the    exact    details    of    proposed    highway    funding    for    the 

upcoming  biennium  are  not  yet  known.      This  report  is  intended  to  provide 

a  broad  overview  of  the  potential  issues  and  possible  options  legislators  may 

face   in    the   1991   session   and  beyond. 

Highlights 

The  Montana  Department  of  Highways  is  responsible  for  over  12,800 
miles  of  the  Montana  highway  system,  most  of  which  is  part  of  the  federal 
aid     system,      qualifying     for     federal     match     funds.  Montana     receives 

approximately  $100  million  per  year  (42  percent  of  the  department's  total 
budget)  in  federal  highway  funds,  primarily  for  construction.  State  funds 
are  required  as  a  match  for  available  federal  aid  funds;  to  fund  highway 
maintenance  costs,  the  entire  Reconstruction  Trust  Fund  Program, 
administrative  costs,  and  programs  in  other  agencies  related  to  the  highway 
program  (including  the  Highway  Patrol);  and  to  meet  debt  service  obligations 
and   pass  through   of  construction   funds   to  local  governments. 

The  primary  source  of  state  revenues  for  the  highway  program  is  user 
fees:  I)  fuel  (gasoline  and  diesel)  taxes;  and  2)  gross  vehicle  weight 
(GVW)  fees.  Theso  user  fees  provide  nearly  90  percent  of  all  state  highway 
revenues        Coal    taxes   provide   an  additional   source   of  funds   until   1993. 

Based  upon  "broadbrush"  estimates  of  highway  revenues  and 
expenditures,    the    projected    fund   balance   in    the    state   highways   fund   will 
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range  from  an  $8  million  surplus  to  a  $4  million  deficit  at  the  end  of  the 
1993  biennium,  depending  upon  the  expenditxire  level.  Regardless  of 
expenditure  level,  there  is  a  negative  cash  flow  under  all  scenarios,  leaving 
a  deficit  nearly  assured  by  the  1995  biennium.  Additional  funding  will  be 
required  to  maintain  current  level  services  beyond  the   1993  biennium. 

The  report  presents  three  expenditure  levels  ranging  from  a  current 
level  budget  to  a  budget  that  fully  funds  inflation  and  the  resulting  fund 
balances.  At  all  levels,  annual  expenditures  exceed  annual  revenues  -by 
$3  to  $29  million  per  year  --  in  the  1995  biennium  and  beyond.  Clearly, 
the  program  will  reqiure  revenue  increases  or  significant  budget  reductions 
in  order  to  remain  solvent.  To  maintain  current  level  expenditures,  it  will 
require  the  eqiuvalent  of  an  0.6  to  6  cent  fuel  tax  increase,  even  without 
an  RTF  program  after   1993. 

There  are  five  mnjor  trends  that  contributed  to  the  current  budget 
imbalance: 

I)  There  were  significant  changes  _in_the_  amount  of  federal  aid  funds 
provided.  to_Monfctna  __from  year.  _tp_ year.  To  take  advantage  of  increased 
federal  Minds  for  accelerated  completion  of  the  interstate  system  and 
discretionary  federal  funds,  the  state  increased  expenditures.  Scate  funding 
to  match  these  federal  funds  came  from  fuel  tax  increases  and  bond  issues. 

"?■)  The  $40_million  per  year  RTF  program  was  enacted  for  fiscal  1983- 
fiscal  1993.  Funding  for  this  program  came  from  an  allocation  of  coal  taxes, 
fuel  tax  increases  and  bond  issues.  However,  the  funds  received  from 
these  sources  have  been  insufficient  to  fund  the  RTF  program  at  the 
authorized  level. 

3 )  Fjuiding  shifts ,  which  reduced  revenue  deposited  in  the  highways 
fimd  and  shifted  costs  for  highway- related  programs  in  other  agencies  to 
the  highway  fund,    were   enacted  to   relieve   the   general  fund.      The  June, 
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1986  special  session  significantly  altered  the  highways  program  revenue 
sources,  eliminating  mineral  royalties  and  interest  revenues,  while  shifting 
additional  Highway  Patrol  costs  to  the  highways  fund.  A  fuel  tax  increase 
in  1986  and  in  1987  as  well  as  a  bond  issue  provided  the  funding  to  cover 
most  of  the  reductions  from  funding  shifts. 

4)  Bonds  were  issued  to  accelerate  the  interstate  system  completion 
and  fund  the  RTF  program.  Pond  issues  in  1983,  1985  and  1987  provided 
$150  million  as  a  temporary  source  of  revenue  for  an  accelerated  construction 
program.  Bond  debt  service  is  currently  just  over  $10  million  per  year, 
will  increase  to  over  $18  million  in  1994,  and  will  continue  near  this  level 
through  2005.  Current  funds  must  pay  the  equivalent  of  2  to  3.5  cents  in 
fuel   tax  revenues  for  debt  service. 

5)  Declining    revenues    in a    period    of    increasing    expenditures. 

Expenditures  have  exceeded  inflation  due  to  construction  costs,  bond 
obligations,  and  fund  shifts  for  non -highway  programs.  On  the  revenue 
side,  user  fees  kept  up  with  inflation  only  due  to  tax  increases,  as  fuel 
consumption  was  down  during  much  of  the  decade.  GVW  fees,  which  have 
not  increased  for  22  years,  have  not  kept  pace  with  inflation,  and  there  is 
no  evidence  that  the  current  fees  are  equitably  distributed  among  user 
vehicles  or  that  they   recover  road  wear  by  the  users. 

The  extensive  use  of  temporary  non -user  fee  revenues  in  the  1980's 
to  fund  the  highway  program  has  contributed  to  the  current  fund  imbalance. 
Increasing  expenditures  were  not  matched  by  an  increasing  permanent 
revenue  source.  This  problem  was  exacerbated  by  funding  shifts  that 
reduced  available   funds   for   the   highway   program. 

The  RTF  program,  which  ends  in  1993,  has  made  significant  progress 
in  restoring  Montana's  primary  road  system.  However,  until  a  needs 
assessment    is    completed,     it    is    unclear    whether    federal    funding    will    be 
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adequate  to  maintain  Montana's  primary  system  when  the  RTF  ends.  To 
fully  fund  a  continued  RTF  at  current  authorized  levels  would  require  the 
equivalent  of  an  eight  cent  fuel  tax  increase. 

The  federal  aid  highway  program  is  at  a  crossroads,  with  the 
interstate  system  nearly  complete.  Sweeping  changes  in  the  federal  aid 
system  are  being  considered,  and  virtually  all  options  point  to  a  reduced 
federal  aid  program  and  more  state  responsibility  for  the  highway  system. 
A  leading  proposal  would  shift  the  funding  basis  from  miles  of  roadway  to 
population  density  and  vehicle  miles  travelled,  in  order  to  focus  on  urban 
traffic  congestion.  This  proposal  could  reduce  Montana's  federal  aid  by  $30 
million  per  year,  the  equivalent  of  6  cents  in  fuel  tax.  Another  proposal 
under  consideration  would  "protect"  current  level  federal  aid  funding  for  all 
states.  Another  bill  seeks  to  apply  an  additional  25  to  50  cent  tax  on  fuels 
to  be  used  for  federal  deficit  reduction,  not  for  the  highway  program. 
Until  new  federal  legislation  is  enacted,  we  will  not  know  what  level  of 
federal  highway  funding  Montana  can  anticipate  in  fiscal  1992  and  beyond. 

It  appears  that  the  cost  of  adequately  managing  and  preserving 
Montana's  highway  system  will  exceed  available  current  revenues.  In  a 
recent  white  paper,  the  department  paints  a  bleak  picture  of  the  condition 
of  Montana's  primary,  secondary,  urban,  and  bridge  systems.  A  needs 
assessment  study  would  help  determine  the  minimum  level  of  effort  required 
for  the  highway  program  under  current  budget  constraints. 

This  report  presents  several  alternatives  for  addressing  the  projected 
fund    imbalance.        They    are    not    recommendations,    but    an    inventory    of 
possible  actions.      These  alternatives  include: 
Budget  cuts 

-   Across-the-board  percentage  reductions  in  the  highway  program  or 

other  agencies; 
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-  Selective     reduction     of    construction,     maintenance,     the     Highway 
Patrol,    or  other  programs; 

-  Early  termination  of  the  RTF;   and, 

-  Reduction    or    elimination    of    the    $28    million    per    biennium    local 
government  pass- through. 

Fund  transfers 

-  Finding    other    funding   sources    for   the    Highway    Patrol   and   other 
non- highway  programs; 

-  Increasing  and/or  making  the  coal  ta^r  allocation  permanent; 
Reallocating  a  portion  of  the  federal  mineral  royalties  to  the  highway 

program;   and, 

-  Allocating  interest  earned  on  the  highways  special  revenue  account 
to  the  account,    instead  of  to  the  general  fund. 

Revenue  increases 

-  Fuel  tax  increases; 

-  GVW  fee  review  and  increases; 
Cooperative  and  Private  funding  for  roadways 

-  A   new  motor  fuel  sales   tax;      and, 

-  Reviews     of    other     states'     revenue     sources     for    applicability     to 
Montana. 

Also  discussed  is  the  possibility  of  deferring  action  until  the  1993 
legislature . 

The  Department  of  Highways  has  not  announced  its  budget  request  for 
the  1993  biennium,  but  has  indicated  it  hopes  to  avoid  any  revenue 
increases.  The  Highway  Commission  Chairman  has  advocated  the  need  for 
a  gas  tax  increase.  While  the  final  budget  picture  is  not  yet  clear,  it  is 
certain  that  the  funding  process  will  significantly  change  in  the  next  few 
years,   and  that  Montana  will  likely  have  to  pay  a  larger  share  of  the  costs 
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if  the  program  is  to  continue  at  current  levels.  Table  1  shows  the  fuel  tax 
increases  that  would  be  necessary  to  continue  funding  at  current  level 
under  various  assumptions.  While  loss  of  $30  million  in  federal  funds  may 
be  a  "worst  case"  scenario,  the  table  demonstrates  the  magnitude  of  the 
budget  issues  that  may  arise  in   the  1991  and  1993  sessions. 


TABLE    1 

Incremental    Costs 

Anticipated    Budget    Issues 

Budget  Issue 

Equivalent 
Fuel  Tax 

To  Correct  Current  Fund  Imbalance*    (provide  sufficient 

$0.03 

revenues) 

To  Retain  Current  Authorized  RTF  Program   ($40 
million/year)   beyond  1993 

$0.08 

To  Replace  the  Loss  of  $30  Million  in  Federal  Funds 
(leading  proposal) 

Total  Equivalent  Fuel  Tax  Increase 

$0.06 

$0.17 

Current  Fuel  Tax 

Total  Fuel  Tax  Equivalent  Needed   (to  maintain  current 
lev*»l) 

Additional  Issues: 

$0.20 

$0.37 

Increased  State  Match  Requirements 

-?- 

Federal  Proposal  for  Fuel  Tax  to  Reduce  Federal  Deficit 

$0.25 

*  Assumes  a  2  percent  inflation/no  growth  budget  in  future 

years. 

OVERVIEW    OF    HIGHWAY    PROGRAM    FINANCES 


Federal    Aid    Highway    System 


The  Montana  Dppa  rtment  of  Highways  is  responsible  for  approximately 
12,800  miles  of  highways  comprising  the  interstate,  primary,  secondary  and 
urban    highway    systems    throughout    the    state.       The    federal    aid    highway 


system  comprises  over  90  percent,  or  11,760  miles,  of  the  state -maintained 
roads.  The  roads  in  the  federal  aid  system  qualify  for  federal  funding 
support  on  a  reimbursable  basis,  subject  to  a  match  with  state  funds.  The 
major  road  systems,  the  number  of  miles  of  each,  and  the  federal/state 
matching  mix  are  shown  in  Table  2 . 


TABLE    2 

State 

Highway    System 

Fiscal    1990 

Matching  Requirement 

Federal  Aid  System 

Miles 
1,200 

Federal  % 

State  % 

Interstate 

91.2 

8.8 

Primary 

5,500 

78.3 

21.7 

Secondary 

4,700 

78.3 

21.7 

Urban 

360 

78.3 

21.7 

Bridges 

-- 

80.0 

20.0 

Safety/RR  Crossings 

-- 

90.0 

10.0 

11,760 

Non- Federal  Aid  System 

Frontage  Roads  &  Other 

1,065 

0.0 

100.0 

Maintenance        All 

-- 

0.0 

100.0 

Systems 

Reconstruction  Trust 

-- 

0.0 

100.0 

Program 
Total   State 

12,825 

Responsibility 

As  shown  in  Table  2,  highways  maintenance  is  entirely  state  funded. 
In  addition,  there  are  1,065  miles  of  state  roads  that  are  not  subject  to 
federal  aid,  primarily  frontage  roads  along  interstate  corridors.  The  RTF 
program,    discussed  in   detail   later,    is  also  entirely  state  funded. 

The  federal  matching  ratios  shown  in  Table  2  have  remained  fairly 
consistent  for  the  past  ten  years.      During  the  past  few  years,   the  total  of 
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federal  aid  highway  funds  obligated  to  Montana  has  averaged  approximately 
$100  million  per  year.  Federal  funds  comprise  approximately  42  percent  of 
the  total  funding  received  and  67  percent  of  the  total  construction  budget. 

State    Funding    Requirements 

State   highway  funds   are   required  in   order   to   support   the  following 
highway  program  requirements: 

1)  to  match  federal  aid  program  funds.  The  department  policy  has 
been   to  match  all  available  federal  funds; 

2)  to  fund  the  current  level  of  effort  on  highway  maintenance; 

3)  to  meet  the  debt  service  obligations  incurred  from  highways 
bond  issues  in   the  past  seven  years; 

4)  for  department  administrative  and  overhead  costs,  including  the 
cost  of  administering  the  Gross  Vehicle  Weight  (GVW)   program; 

5)  to  distribute  $14  million  each  year  to  city  and  county 
governments  for  local  highway  construction; 

6)  to  fund  the  JO  year  RTF  program,  emphasizing  the  rebuilding 
of  the  state  primary  system  without  federal  match  funds;    and 

7)  to  fund  the  long  range  building  projects  related  to  the  highway 
program  and  several  programs  indirectly  related  to  the  highways 
program,  including  the  Highway  Patrol  Division  in  the 
Department  of  Justice,  fuel  tax  collections  in  the  Department  of 
Revenue,  and  state  match  for  the  Highway  Traffic  Safety 
Division. 

Graph  3  shows  the  distribution  of  funds  from  the  combined  highways 

state    special    revenue    accounts    in    fiscal    1989.       As    the    graph    shows,    75 

percent  of  the  total   expenditures  are  for  the  highways  operating  program, 

while  another  7  percent  goes  to  bond  debt  service  for  the  highway  program. 

Over  8   percent  goes   tn   other  agencies   for  non-highway  programs,    and   10 

percent  is  distributed  to  local  governments  for  road  projects. 


GRAPH    3 
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State    Funding    Sources 

The  majority  (89  percent  in  fiscal  1989)  of  state  funding  for  the 
highways  fund  comes  from  user  fees,  including  the  gasoline  (gas)  tax, 
diesel   tax,    and  GVW  fees. 


GRAPH    4 

Highways    Fund 

Fiscal    1989    Revenues 
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Graph  4  shows  the  revenues 
received  in  fiscal  1989.  The  gas 
tax  contributed  56  percent  of  total 
revenues,  yielding  $82.7  million  from 
the  20  cents  per  gallon  tax.  The 
20  cent  tax  on  diesel  fuels  yielded 
$22.7  million,  while  various  fees 
assessed  for  GVW  regulation  yielded 


$25.2  million.  Currently,  the  fund  also  receives  12  percent  of  total  coal 
severance  tax  collections  ($7.0  million  in  fiscal  1989),  but  this  source  is 
scheduled  to  sunset  in  fiscal  1993  at  the  end  of  the  RTF  program.  Other 
revenues  include  a  share  of  highway  patrol  fines  and  proceeds  from  the  sale 
and   rental   of  property. 
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Three  state  special  revenue  accounts  receive  most  of  the  state  revenues 
for  the  highway  program:  the  Highways  Special  Revenue  account,  the 
Reconstruction  Trust  Fund  account,  and  the  Bond  Proceeds  account.  Since 
all  funds  from  these  accounts  are  transferred  to  the  Highways  Special 
Revenue  account  for  expenditure,  the  three  accounts  will  be  combined  and 
referred   to  as  the  highways  fund  in   this  report. 

PROJECTED    El  ND    BALANCE    AND    CASH    FLOW, 
1993    BIENNIUM    AND    BEYOND 

Based  on  projected  revenue  and  expenditure  estimates,  the  1991 
legislature  can  anticipate  a  cash  balance  in  the  highways  fund  at  the  end 
of  the  1993  biennium  ranging  from  a  surplus  of  $8  million  to  a  deficit  of  $4 
million,  assuming  no  expansion  of  operations.  Tf  there  is  any  growth  in 
operations,  there  will  likely  be  a  deficit  in  the  fund  at  the  end  of  the  1993 
biennium.  It  is  important  to  note,  however,  that  there  is  a  projected 
negative  cash  flow  under  any  scenario.  When  projections  are  carried  out 
to  the  end  of  the  1995  and  1997  bienniums,  all  scenarios  show  an  increasing 
deficit.  Additional  funding  or  budget  cuts  will  be  required  to  maintain 
current  level  operations  beyond  the  1993  biennium.  Table  5  shows  projected 
deficits  at  three  spending  levels.  The  figures  shown  are  the  amount  over 
or  unH^r  a  cash  balance  of  $10  million,  the  minimum  considered  necessary 
!o   adequately  manage   the   fund   cash   flow. 
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TABLE    5 

Projected    Surplus    (Deficit) 
Highways    Fund 

Projec 

ted   Surplus 
(Millions) 

(Deficit) 

Scenario 

Budget  Projection 

FYE 
1993 

FYE 
1995 

FYE 
1997 

1 

No  adjustment   for  inflation 

$8 

$    (8) 

$(17) 

2 

2  percent  inflation,   no 
growth  in   operations 

3 

(24) 

(50) 

3 

5   percent  inflation,    no 
growth  in  operations 

(4) 

(49) 

(105) 

If  a  5  percent  growth  in  operations  were  added  to  the  third  scenario, 
the  fund  deficit  at   the  end  of  fiscal   1997   would  be  over  $200  million. 

Assumptions    Used    In    Preparing    Estimates 

In  each  of  the  three  budget  projections  discussed  in  this  section,   the 
following  assumptions  were   used: 

1)  Revenues  are  estimated  collections  under  current  law,  in 
accordance  with  rates  and  allocations  percentages  specified  in 
statute.  For  example,  gas  and  diesel  taxes  are  assumed  to  remain 
at  20  oonts  throughout  the  period,  and  the  coal  tax  reflects  the 
sunset  of  thai  allocation  in  fiscal  1993.  The  revenue  estimates  are 
based  on  the  best  available  information  on  future  trends. 
Estimates  beyond  1993  are  rough  estimates,  based  upon  historical 
data.  Matching  federal-aid  funds  are  assumed  to  remain  at 
current  levels,  which  is  approximately  $100  million  per  year.  The 
actual  future  level  of  federal  aid  is  extremely  uncertain.  It 
should  be  noted  that  if  federal  funding  were  reduced,    the  amount 
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of  state  match  requirements  would  be  reduced,  if  there  were  no 
change  in  federal  aid  match  requirements.  However,  if  the 
legislature  desired  to  maintain  current  level  services,  a  federal  aid 
reduction  would  require  the  equivalent  of  an  additional  one  cent 
fuel  tax  for  every  $5  million  reduction. 

Revenue  estimates  remain  constant  for  each  scenario,  with  the 
exception  of  revenues  for  the  Stores  Program,  which  is  a 
revolving  fund  program,  and  revenues  are  directly  related  to 
program  expenditures.  Increases  in  Stores  Program  expenditure 
estimates  are  also  reflected  in  revenues. 

2)  Expenditures  are  based  on  authorizations  under  current  state  and 
federal  law  at  the  levels  established  by  the  1989  legislature  for 
the  1991  biennium.  The  RTF  program  is  assumed  to  end  in  fiscal 
1993  in  accordance  with  current  law.  Construction  costs  are  as 
projected  by  the  department  based  on  maximum  use  of  federal-aid 
funds  at  existing  levels  ($100  million).  The  construction  costs  do 
not  have  any  inflation  or  growth  added  to  them  beyond  that 
included  in   the  department's  estimate. 

3)  A  cash  balance  of  $10  million  is  used  as  the  minimum  necessary  to 
adequately  manage  the  highways  fund  cash  flow,  i.e.,  for 
matching  unanticipated  federal  funds,  emergencies  and  cash  flow 
needs.  This  amount  is  not  specified  in  current  statute,  but  was 
included  in  the  1987  biennium  appropriations  bill  as  a  required 
fiscal  year  end  minimum  balance.  It  has  been  the  department 
policy  since  the  1985  session  to  maintain  a  minimum  $10  million 
balance .  Surplus/deficit  amounts  referred  to  in  this  report  are 
the  amounts  above  or  below  the  minimum  $10  million  balance. 
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Revenue  and  expenditure  estimates  used  in  this  analysis  are 
"broadbrush"  estimates,  prepared  using1  the  best  available  data.  These 
preliminary  estimates  are  intended  to  give  the  Legislative  Finance  Committee 
a  general  picture  of  the  potential  budget  issues  and  fund  status  for  the 
highway  program. 

Projections 

Projection       $1      -      No       Inflation,       No       Program      Expansion 

If  spending  were  continued  at  current  levels  with  no  adjustment  for 
inflation  or  increase  in  operations,  the  highways  fund  would  have  an  $8 
million  surplus  at  the  end  of  fiscal  1993.  This  projection  assumes 
construction  levels  would  remain  at  levels  projected  by  the  department.  No 
increases  are  inrludpH  qbove  fiscal  1991  levels  for  state  employee  pay  or  any 
other  expenditures. 

However,  there  would  be  an  annual  negative  cash  flow  which  would 
reduce  the  cash  balance  below  a  minimum  $10  million  level  in  fiscal  1994,  and 
would   lead   to  a   $17   million   deficit  by   the  end   of  fiscal   1997. 
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TABLE 

6 

Hi 

ghways 

Fund 

Projection    #1 

-    No    I 

nflation 

(Millions) 

1993 

1995 

1997 

Biennium 

Biennium      B 

iennium 

($) 

($) 

($) 

Beginning  Cash  Balance 

80 

18 

2 

Biennium  Revenues 
Total  Available 
Biennium  Expenditures 

294 

285 

285 

$374 

$303 

$287 

Construction   -   Federal  Aid   (Match) 

71 

64 

66 

Construction    -    RTF 

72 

8 

-0- 

Maintenance 

93 

93 

93 

Administration 

21 

21 

21 

Stores 

25 

25 

25 

Debt  Service  -   Highways 

21 

37 

36 

Local  Gov't  Distribution 

28 

28 

28 

Other  Agencies 

Total  Expenditures 
Biennium  Ending  Balance 

25 

25 

25 

$356 

$301 

$294 

18 

2 

(7) 

Target  Ending  Cash  Balance 
Surplus   (Deficit) 

10 

10 

10 

$  8 

$(8) 

$(17) 

Proipction  82  -  Limited  Inflation,  No  Program  Expansion 
If  a  2  percent  annual  increase  is  allowed  across  the  ooard  for  inflation 
(with  the  exception  of  construction  costs,  which  are  as  projected  to  meet 
current  levels  of  service),  but  with  no  allowance  for  program  expansion,  the 
projected  surplus  of  the  highways  fund  would  be  $3  million  at  the  end  of 
fiscal  1993.  However,  there  would  be  an  annual  negative  cash  flow  which 
would  reduce  the  cash  balance  to  a  deficit  of  $24  million  in  fiscal  1995,  and 
would  result  in  a  deficit  of  $50  million  by  the  end  of  fiscal  1997. 
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Projection    #2 

TABLE    7 
Highways    Fund 
-    Limited    Inflatior 

(Millions) 

i/No    Gi 

rowth 

1993 

Biennium 

($) 

1995 

Biennium 

($) 

1997 

Biennium 

($) 

Beginning"  Cash   Balance 

80 

13 

(    14) 

Biennium   Revenues 
Total   Available 
Biennium  Expenditures 

295 

286 

288 

375 

299 

274 

Construction    -    Fedpral 

Aid   (Match) 

72 

65 

67 

Construction        RTF 

72 

8 

-0- 

Maintenance 

96 

99 

103 

Administration 

21 

22 

23 

Stores 

26 

27 

29 

Debt   Service   -    Highways 

21 

37 

36 

Local  Gov't  Distribution 

• 

28 

28 

28 

Other  Agencies 

Total  Expenditures 
Biennium   Ending   Balance 

26 

27 

28 

362 

313 

314 

13 

(14) 

(40) 

Target  Ending  Cash 
Surplus   (Deficit) 

Balance 

10 

10 

10 

3 

(24) 

(50) 

Projection  *3  -  Fully  Fund  Inflation,  No  Program  Growth 
Tf  the  appropriation  from  highways  special  revenues  were  adjusted 
across  the  board  (except  for  construction,  debt  service,  and  local 
distributions)  to  fully  reflect  anticipated  inflation  (5.3  percent  in  fiscal  1992, 
5.2  percent  in  fiscal  1H93,  and  an  estimated  5  percent  per  year  in  fiscal 
1994  and  beyond),  the  deficit  in  the  highways  fund  at  the  end  of  fiscal  1993 
would  be  $4  million.      Further,    there  would  be  a  significant  annual  negative 
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cash  flow  which  would  increase  the  deficit  to  a  negative  $49  million  in  the 
following  biennium,  and  to  a  negative  $105  million  by  the  end  of  fiscal  1997. 
This  scenario  makes  no  allowance  for  any  program  expansion.  A  5  percent 
program  expansion  per  fiscal  year  would  result  in  a  deficit  of  over  $200 
million  by  the  end  of  fiscal   1997. 


TABLE 

8 

Highways 

Fund 

Projection    #3    --    Full    I 

nflation/No 

Grow 

th 

(Millions) 

1993 

1995 

1997 

Biennium      Biennium 

Biennium 

($) 

($) 

($) 

Beginning  Cash  Balance 

80 

6 

(    39) 

Biennium  Revenues 
Total  Available 
Biennium  Expenditures 

296 

289 

292 

376 

295 

253 

Construction   -   Federal  Aid   (Match) 

72 

66 

69 

Construction   -    RTF 

72 

8 

-0- 

Maintenance 

100 

110 

122 

Administration 

22 

25 

27 

Stores 

28 

30 

33 

Debt   Service       Highways 

21 

37 

36 

Local  Gov't   Distribution 

28 

28 

28 

Other  Agencies 

Total  Expenditures 
Biennium  Ending  Balance 

27 

30 

33 

370 

334 

348 

6 

(39) 

(95) 

Target  Ending  Cash   Balance 
Surplus   (Deficit) 

10 

10 

10 

(4) 

(49) 

(105) 
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Problem    -    Negative    Cash    Flow 


As  shown  in  Graph  9,  all  of 
the  scenarios  at  differing  spending 
levels  present  the  same  problem  -- 
expenditures  exceed  revenues, 
resulting1  in  a  balance  below  the 
minimum  $10  million  by  fiscal  1994  or 
earlier.  Even      when      the      RTF 

program  is  discontinued  in  fiscal 
1994,  this  situation  continues.  If 
the    highway    program    continues    to 

maintain  current  lpvel  services  (based  on  1991  biennium  appropriations), 
there  is  an  imbalance  of  expenditures  over  revenues  of  from  $3  million  to 
$29  million  per  year  in  the  years  after  the  RTF  program  (fiscal  1994  and 
beyond).  Clearly,  the  highways  program  will  have  to  have  revenue 
increases  or  face  budget   reductions   if   the  fund   is  to  remain   solvent. 
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EXTERNAL    FORCES    AND    POLICY    DECISIONS 
THAT    SHAPED    THE    CURRENT    SITUATION 

To  better  understand  why  projected  revenues  and  expenditures  in  the 
199?  biennium  and  beyond  have  resulted  in  a  negative  cash  flow  and  in 
order  to  better  evaluate  the  alternatives  available  to  address  this  problem, 
this  section  of  the  report  discusses  the  external  forces  (such  as  economic 
trends  and  federal  actions)  and  the  policy  decisions  that  have  shaped  the 
current  situation. 

To  provide  a  reference  for  this  discussion,  Table  10  shows  the 
revenues  to  the  highways  fund  for  the  fiscal  years  1980  through  1989.      As 


18 


the  table  shows,  over  the  last  ten  years  the  revenue  sources  and  income  for 
the  highways  fund  have  varied  significantly,  due  to  changes  in  the  highway 
construction  program.  The  legislature  has  made  many  adjustments  to  the 
revenue  mix  in  order  to  meet  the  needs  of  the  construction  program  and  the 
general  fund.  The  table  shows  several  revenue  sources  that  were  added 
and  deleted  over  the  time  period,    which  will  be  discussed  in   this  section. 
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Five  major  trends  and  events  over  the  past  decade  have  contributed 
to  the  current  fund  balance  situation.      They  include: 

1)  significant  changes  in  the  amount  of  the  amount  of  federal  aid 
funds  provided  to  Montana  from  year  to  year; 

2)  the  $40  million  per  year  RTF  program  which  was  enacted  for  fiscal 
1983-fiscal  1993; 

3)  funding  shifts,  which  reduced  revenue  deposited  in  the  highways 
fund  and  shifted  costs  for  highway -related  programs  in  other 
agencies  to  the  highway  fund,  enacted  to  relieve  the  general 
fund; 

4)  bonds  issued  to  accelerate  the  interstate  system  completion  and 
fund  the  RTF  program;   and 

5)  declining  revenues  in  a  period  of  increasing  expenditures. 

To  fully  understand  the  impacts  these  trends  had  on  the  funding  needs 
of  the  highway  program,    each  issue  is  discussed  in  more  detail  below. 

Federal    Aid    Funds 

The  federal  aid  highway  program  provides  the  lion's  share  of 
construction  funds  for  Montana  highways.  For  more  than  a  decade,  federal 
funding  has  largely  been  focused  on  completion  of  the  national  interstate 
system.  The  amount  of  federal  aid  funds  has  varied  significantly  from  year 
to  year,  as  shown  in  Table  11.  During  this  period,  increased  interstate 
construction  funds  were  made  available.  In  addition,  incentives  for 
interstate  completion  were  offered,  including  discretionary  interstate 
construction  funds  above  the  base  federal  authorization  and  an  advanced 
interstate  construction  program  allowing  states  to  commit  future  federal 
interstate  funds  for  current  construction.  In  order  to  take  maximum 
advantage  of  additional  federal  funds  under  these  programs,  the  department 
needed  additional  state  revenues  in  order  to  meet  the  match  requirements 
of  an  accelerated  interstate  construction  program.     The  legislature  provided 
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the    revenues    through   fuel    tax    increases   and   bond   issue   authorization    as 
discussed  below. 

Since  1979,  the  state  has  received  an  estimated  $175  million  in 
discretionary  and  advanced  construction  interstate  federal  funds,  which  were 
matched  in  large  part  with  a  "temporary"  fund  source  (bond  proceeds). 
Now  the  debt  service  on  these  bonds  must  be  paid  from  current  funds, 
contributing  to  the  negative  cash  flow  problem.  The  total  amount  of  federal 
funding  has  leveled  out  at  approximately  $100  million  per  year  for  the  past 
few  years,  primarily  due  to  restraints  on  further  spending  of  the  federal 
highway  trust  funds  required  by  the  Gramm-Rudman-Hollings  Balanced 
Budget  and  Emergency  Deficit   Control  Act  of  1985. 


TABLE    11 

Federal 

Aid    R 

eimbursements 
(Millions) 

to 

Montana 

Fiscal 

1979    through 

1989 

Fiscal 

Year 

Federal  Aid 
(Millions) 

i 

Percent  Change 

1979 

$76.5 

— 

1980 

133.3 

74.2 

1981 

122.5 

(8.1) 

1982 

72.6 

(40.7) 

1983 

84.8 

16.8 

1984 

108.5 

27.9 

1985 

128.4 

18.3 

1986 

129.1 

0.5 

1987 

117.4 

(9.1) 

1988 

107.6 

(8.3) 

1989 

104.3 

(3.1) 
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The    Reconstruction    Trust    Fund    (RTF)    Program 

The  1983  legislature  approved  the  establishment  of  the  ten  year,  100 
percent  state  funded  RTF  program  to  provide  $40  million  per  year  for 
reconstruction  of  Montana's  primary  system.  The  federal  government 
provides  relatively  little  funding  for  primary  roads.  The  department  argued 
that  the  importance  of  these  roads  to  Montana's  economy  required  a  100 
percent  state  funded  program  for  the  5,500  miles  of  primary  roads  in  the 
state. 

To  fund  this  new  program,  the  legislature  earmarked  12  percent  of 
total  coal  severance  tax  collections  for  fiscal  1984  through  1993.  The 
legislature  also  in  ceased  gas  and  diesel  taxes  by  6  cents,  raising  the  gas 
tax  to  15  cents  and  the  diesel  tax  to  17  cents.  Lastly,  the  1983  legislature 
approved  a  bond  issue  of  $150  million,  to  fund  both  the  accelerated 
completion  of  the  interstate  program  and  to  provide  initial  funding  for  the 
RTF  program.  However,  it  was  clear  from  the  start  that  the  additional 
funding  provided  would  not  fund  the  RTF  program  for  the  entire  ten  year 
life  of  the  project.  The  distribution  to  counties  had  been  raised  by  $7.5 
million  per  year  at  the  same  time  the  RTF  was  enacted,  and  total  revenue 
increases   wer<*   not   as   much   as   requested   to   fully   fund   the   program. 

Funding   Transfers    -    Special    Session,    June    1986 

In  the  June  1986  special  session,  the  legislature  changed  the  revenue 
structure  of  the  highways  program  significantly  in  an  attempt  to  help 
resolve  a  general  fund  shortfall.  Reductions  to  the  highways  program 
included: 
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Transfer  of  the  interest  income  on  the  highways  account,  which 
had  been  going  to  the  highways  program  for  only  one  year,  back 
to  the  general  fund. 

Elimination  of  the  37.5  percent  share  of  federal  mineral  royalties 
that  had  been  going  to  the  highways  fund,  which  totalled 
approximately  $8  million  per  year. 

The   transfer   of  an   additional   $3   million   in   highway   patrol   costs 

from  general  fund  to  the  highways  special  revenue  account,   fully 

funding  the  patrol  from  highways  funds. 

The  loss  of  revenues  to  the  highway  program  was  offset  only  partially 

by   a   2    cent   increase   in   the   gas   tax,    enacted   during   the   special   session. 

This  loss  of  revenue  significantly  reduced  the  amount  of  funds  available  for 

the  RTF  program,   and  delayed  the  department's  plan  to  provide  additional 

funding     for     the     highways     program    by     issuing     the     remainder     of    the 

authorized  $150  million  bond  authorization.      The  department  projected  that 

even    if    the    RTF    program    were    discontinued,    funding    the    current    level 

federal  aid  construction  program,    maintenance  effort,    and  debt  service   on 

bonds   would   have   reduced   the   balance   in   the   highways   fund   to  less   than 

$10  million  by  the  end  of  fiscal  1989. 

The  1987  legislature  provided  additional  funding  for  the  highways 
program  by  approving  ^  3  cent  increase  in  both  the  gas  and  diesel  taxes. 
With  this  increase,  along  with  the  refinancing  and  reissue  of  $150  million  in 
highway  revenue  bonds  in  April  1987,  the  department  projected  that  it  had 
sufficient  funds  to  sustain  the  current  program  and  to  fund  the  RTF 
program   through   the   1993   biennium. 
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Highway    Revenue    Bonds 


The  1983  legislature  authorized  the  department  to  issue  up  to  $150 
million  in  highway  revenue  bonds.  The  department  issued  these  bonds  over 
a  five  year  period.  In  1983  and  1985,  it  issued  bond  anticipation  notes  of 
$43  million  to  accelerate  completion  of  the  interstate  system.  It  also  issued 
$64  million  in  highway  revenue  bonds  in  fiscal  1983,  both  to  meet  federal  aid 
matching  requirements  and  to  provide  funding  for  the  RTF  project.  In 
April  1987,  the  department  refinanced  the  $107  million  in  outstanding  bonds 
to  lower  interest  costs  and  issued  the  remaining  $43  million  to  reach  the  full 
$150  million  bond  authorization. 

These  bonds  will  not  be  paid  off  until  fiscal  2006.  The  bond  debt 
service  (including  the  highways  building  bond)  increases  from  $10.6  million 
per  yoar  in  fiscal  1993  to  $18.2  million  per  year  in  fiscal  1994.  This  debt 
service  requirement  is  equivalent  to  over  2  cents  per  gallon  fuel  tax  through 
1993  and  over  3.5  cents  per  gallon  beginning  in  1994.  The  result  of  the 
bond  program  was  accelerated  construction  in  the  1980's,  with  a  payoff 
requirement  from  current  funds  for  the  next  15  years. 

Declining    Revenue    Base,    Increasing    Expenditures 

The  net  effect  of  the  trends  and  events  discussed  above  has  been 
increased  expenditures  for  the  highways  fund,  while  the  revenue  base 
declined.  Graph  12  depicts  these  trends,  showing  sharp  revenue  increases 
during  the  period  of  bond  issues  and  fuel  tax  increases,  but  a  steady 
decline  after  fiscal  1987.  Expenditures,  on  the  other  hand,  increase 
through  fiscal  1992,  then  are  projected  to  level  off  at  the  end  of  the  RTF 
program.  However,  throughout  the  period  expenditures  are  consistently 
higher  than  available  revenues. 
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GRAPH    12 

Highways    Fund 

Expenditures    Compared    to    Revenues 

Fiscal    1980    through    1987 
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The  cumulative  effect  of  these  trends  is  discussed  below. 


Expenditure      Increases 


During  the  period  fiscal  1979 
through  fiscal  1989,  expenditures 
from  the  highways  fund  have 
increased  faster  than  inflation . 
However,  expenditures  for  some 
programs  have  increased  slower  than 
inflation,  while  others  have  grown 
faster.  Graph      13      shows      the 

increase  in  total  highways  fund 
expenditures  as  compared  to 
inflation  for  the  period  1979  through 
1989. 


GRAPH    13 
Total    Expenditures 
Compared 

to    Inflation 
Fiscal    1979   through    1989 
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Table  14  shows  the  highways  fund  expenditures  broken  down  into  five 
categories,    excluding    duplicated    expenditures    and    adjustments.       It    also 
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shows     the     percent     cumulative     growth     in     expenditures,      compared     to 
cumulative  inflation  during  the  period. 


TABLE 

14 

Expenditures 

-    Highway 

s    Fund 

(Millions) 

Fiscal  1979   through  1989 

Fiscal 

Construction 

Maintenance 

Highway 

Debt 

Other 

Year 

Admin . 

Service 

1979 

$18.9 

$25.2 

$6.4 

$0.6 

$11.1 

1980 

25.4 

29.0 

6.3 

0.6 

15.5 

1981 

25.7 

30.6 

6.7 

0.6 

18.1 

1982 

20.5 

34.4 

5.7 

0.6 

13.8 

1983 

28.0 

38.1 

6.3 

0.6 

14.1 

J  984 

32.6 

38.2 

7.3 

4.2 

21.4 

1985 

53.1 

42.2 

7.7 

5.5 

21.8 

1986 

76.5 

41.5 

7.8 

5.5 

22.6 

1987 

67.6 

38.2 

7.9 

5.1 

24.5 

1988 

50.9 

41.0 

8.5 

8.1 

25.7 

1989 

57.9 

42.1 

8.2 

10.7 

25.5 

%  Growth 

206% 

67% 

28% 

183% 

130% 

Inflation 

78% 

78% 

78% 

78% 

78% 

Construction  expenditures  have  risen  sharply  due  to:  1)  high  inflation 
in  construction  costs;  2)  increased  activity  due  to  the  federal  priority  on 
complotion  of  the  interstate  program;  and  3)  the  implementation  of  the  state 
RTF     program     in     1984.  The     "other"     category,     which     includes     the 

distribution  to  local  government  and  allocations  to  other  agencies,  has  also 
grown  faster  than  inflation.  Significant  expenditure  increases  in  this 
category  include:  1)  the  $7.5  million  increase  in  fiscal  1984  in  the 
distribution  to  local  governments  for  highway  projects;     and  2)     the  transfer 
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of  over  $3  million  of  highway  patrol  costs  (Department  of  Justice)  during 
the  June  1986  special  session  from  the  general  fund  to  the  highways  fund. 

Debt  service  grew  from  only  $0.6  million  (highway  building  bonds)  in 
fiscal  1979  through  1983  to  $10.6  million  in  fiscal  1989,  and  will  increase  to 
over  $18  million  in  fiscal  1994.  The  bonds  issued  in  the  1980's  funded 
accelerated  construction  of  the  interstate  and  reconstruction  of  the  primary 
systems,  but  those  revenue  sources  will  be  depleted  in  fiscal  1991  and  will 
be  replaced  by  a  fixed  expenditure  cost  through  the  year  2005. 

In  contrast,  expenditures  for  the  highway  maintenance  program  and 
administrative  costs  have  grown  less  than  inflation  during  this  10  year 
period. 

Table  15  shows  the  percent  of  the  total  fund  spent  for  each  program 
in  fiscal  1979  and  1989  and  projected  for  fiscal  19951.  Even  though 
construction  costs  grew  from  30  percent  to  40  percent  of  total  fund 
expenditures  during  the  past  10  years,  the  percentage  of  total  highway 
funds  spent  on  these  activities  decreased  from  81  percent  to  75  percent. 
During  the  same  period,  debt  service  grew  from  less  than  1  percent  to  over 
7  percent  of  total  expenditures.  In  projections  for  the  post-RTF  period 
(fiscal  1995),  construction  costs  will  decrease  to  only  23  percent  of  the  total 
highways  funds,  while  debt  service  will  increase  to  13  percent  and  transfers 
to  other  programs  will  approach  20  percent  of  the  fund. 


1Post-RTF,    assuming  2  percent  inflation, 
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TABLE 

15 

Highways    Fund    - 

Percent 

E 

xpenditures 

Fiscal    1979, 

1989, 

and 

1995 

(Projected) 

Fiscal  1979 
(%) 

Fiscal  1989 

Fiscal  1995 
(%) 

Highways  Op  Program 

Construction 

30.4 

40.1 

23.5 

Maintenance 

40.6 

29.2 

36.1 

Administration 

10.3 

5.7 

8.0 

Total  Highways  Op  Pgm 

81.3 

75.0 

67.6 

Debt   Service   -   Hwys 

0.9 

7.4 

13.1 

Other 

17.8 

- 

17.6 

19.3 

100.0 

100.0 

100.0 

Declining   Revenue   Base 

Graph  16  compares  the  total 
highways  fund  revenues  to  inflation. 
Over  the  period  1979  to  1989,  total 
revenues  have  grown  at  a  faster 
rate      than      inflation.  However, 

closer  analysis  shows  that  several  of 
the  revenue  sources  of  the  past  ten 
years  have  been  eliminated  or  will 
be  eliminated  in  the  near  future. 
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GRAPH    16 
Highway    Fund    Revenues 

Compared    to    Inflation 
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User  Fees 

The  primary  source  of  highways  funds  is  user  fees.  The  three  types 
of  user  fees  are  gasoline  taxes,  diesel  taxes,  and  GVW  fees.  Until  fiscal 
1982,  user  fees  provided  over  93  percent  of  all  state  highway  funds.  In 
the    past    10    years,    however,    user    fee    revenues    have    averaged    only    75 
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percent  of  total  state  revenues.  Total  user  fee  collections  have  grown 
slightly  faster  than  inflation,  due  to  large  increases  in  fuel  taxes.  Table 
17  shows  the  revenues  from  the  three  user  fees  from  1979  through  1989. 
It  also  shows  the  relative  percentage  of  total  user  fee  revenues  that  each 
fee  contributed.      Tax  increases  are  footnoted. 


TABLE    17 

User 

Fee   Revenues   -    Hi 

gl 

fiways 

Fund 

Fiscal    1979 

throug 

h 

1989 

-    -    -   Millions   -    - 

-    -   Percent  of  Total  -    - 

Fiscal 
Year 

Gasoline 
Tax 
($) 

Diesel         GVW 
Tax           Fees 
($)             ($) 

Total 
($) 

Gasoline 
Tax   (%) 

Diesel 
Tax 

(%) 

GVW 

Fees 

(%) 

1979* 

37.6 

9.9            16.5 

64.0 

58.8 

15.4 

25.8 

1980 

39.3 

10.8           18.6 

68.7 

57.2 

15.7 

27.1 

1981 

36.2 

11.7            19.4 

67.3 

53.8 

17.4 

28.8 

1982 

36.8 

11.7           20.6 

69.1 

53.3 

16.9 

29.8 

1983 

36.1 

11.9           21.2 

69.2 

52.2 

17.2 

30.6 

1984* 

60.2 

17.8           22.6 

100.6 

59.8 

17.7 

22.5 

1985 

60.9 

19.3           23.9 

104.1 

58.5 

18.5 

23.0 

1986* 

59.6 

18.6           22.6 

100.8 

59.1 

18.5 

22.4 

1987* 

66.6 

17.5           22.3 

106.4 

62.6 

16.4 

21.0 

1988 

79.7 

21.2           23.5 

124.4 

64.1 

17.0 

18.9 

1989 

82.7 

22.7           25.0 

130.4 

63.4 

17.4 

19.2 

U979 

1984 
1986   - 
1987 

Gas  tax 
Gas  tax 
Gas  tax 
Gas   tax 

9  cents/gallon,    diesel  tax   '. 
15  cents/gallon,    diesel  tax 
17   cents/gallon 
20  cents/gallon,    diesel  tax 

LI   cents/gallon 
17  cents/gallon 

20  cents/gallon 

The  gas  tax  rate  has  increased  over  120  percent  in  10  years,  going 
from  9  cents  per  gallon  in  1979  to  20  cents  in  1987.  Diesel  tax  rates  have 
increased  over  80  percent,  from  11  cents  per  gallon  in  1979  to  the  current 
20  cent  rate  in  1987.  These  increases  have  made  Montana's  fuel  taxes 
among    the    highest   in    the    nation.       Without    these    tax   increases,    revenues 
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from  the  fuel  taxes  would  have  declined  throughout  most  of  the  period  due 
to  reduced  fuel  consumption  in  Montana.  In  spite  of  a  steady  increase  in 
the  number  of  miles  driven  per  vehicle  and  increased  numbers  of  vehicles, 
vehicles  became  lighter  and  more  fuel  efficient  in  the  early  years  of  the 
decade,  thus  using  less  fuel.  This  trend  seems  to  have  been  reversed  in 
1988,  with  fuel  tax  collections  increasing  even  though  the  tax  rate  remains 
the  same. 

GVW  fee  collections  have  increased  52  percent  during  the  past  10 
years,  but  have  not  kept  pace  with  inflation  or  the  increases  in  other  user 
fees.  There  has  not  been  a  general  increase  in  GVW  fees  since  1968.  As 
Table  17  shows,  the  percent  of  user  fees  derived  from  GVW  fees  has 
declined  from  25.8  percent  to  19.2  percent  of  total  revenues.  On  the  other 
hand,  the  share  provided  by  gas  taxes  has  grown  from  58.8  percent  to  63.4 
percent,    and  diesel   tax's  share  is  up  nearly  2   percent. 

Since  GVW  license  fees  have  not  been  raised  in  over  20  years,  they 
may  not  adequately  reflect  use  and  benefit  for  vehicles  subject  to  the  fees. 
Tn  a  June  1990  performance  audit  report  on  the  GVW  Division,  the 
Legislative  Auditor  stated  that  "Highway  Department  officials  do  not  know 
if  the  current  fee  levels  for  each  class  of  vehicle  are  appropriate",  and 
found  no  indication  that  "GVW  fees  were  based  on  any  relationship  between 
vehicle   weight   and   pavement   design   requirements   or  pavement   wear." 

Other  Revenues 

Various  other  revenue  sources  for  the  highways  fund  have  been  added 
and  eliminated  during  the  past  ten  years.  Table  18  shows  the  types  and 
amounts  of  other  (non-user  fee)  revenues  that  have  been  earmarked  for  the 
fund  from  1979  through  1989  and  a  projection  of  anticipated  revenues  from 
these  sources   through   fiscal   1994.      As   the   table   shows,    highway   funding 
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relied    heavily    on    these    sources    from    fiscal    1982    through    fiscal    1988.       A 
sharp  decline  in   these  non-user  fee  revenues  began  in   1988. 


TABLE 

18 

Non-l 

ser    Fee 

Revenues 

Fiscal 

1979    through 

(Millions) 

1994 

F  i  sea  1 
Year 

Coa  I 

Tax 

1  uteres  t 
Earn  i  ngs 

M  i  ner a  1         Gener  a  1 
Roya 1 ty            Fund 

Bond 
Proceeds 

Other 

Tota  1 

1979 

$2.8 

$1  .8 

$U.6 

1980 

3  .  1 

1  .5 

4.6 

1981 

4.4 

0.6 

5.0 

198? 

5.8 

$22.0 

0.6 

28.4 

10m 

6.9 

2.0 

$^0.  1 

O.'i 

59.4 

I98'l 

$.1.6 

9.0 

39.0 

1.0 

52.6 

198<S 

10.5 

8  .9 

0.8 

20.2 

1086 

$1  .7 

8.5* 

7     A 

1.0 

18.8 

1987 

5.9 

3  .8 

78.4 

1  .2 

89.3 

1088 

10. ?_ 

9.  1 

3.0 

22.3 

1989 

7.0 

6.2 

2.7 

15.9 

Tota  1 
Dato 

to 

2'»  .8 

'11.7 

'18.5 

2'i.o 

167.5 

14.6 

321  .  1 

Pr o  jec 

ted 

1990 

6.7 

3.4 

1  .0 

11.1 

10T1 

r-  .  7 

ii. 8 

1  .0 

7.8 

lOQ? 

'J.  5 

1  .0 

6.0 

1QQ"? 

'I  .  J 

1  .0 

6.5 

199'! 

Tota  I 

*       Al  I 

or     n 

fund , 

1  .0 

1  .0 

i 

<^ra 

a  I 

46.  4 

45.9 

48.5 

24.0 

167.5 

19.6 

351.9 

ntprest 
1        1986. 
1  oca  ted 

eai 

w 

to 

nirigs      are      from      bone! 

i  i  ch       i  no  1 udes      $3.5      n 

the      fund      for      one 

procpec 
i 1 1 i  on      i 

year      onl 

s ,      with 

n  t  e r  r"  s  t 

y. 

the      ex 
on      the 

cept  i  on 
h  i  ghways 

Table  18  shows  that  non-user  fee  revenue  sources  will  provide  over 
$350  million  in  revenues  for  the  highway  program  during  the  15  year  period, 
fiscal   1979  through  1994.     These  revenues  have  been  a  substitute  for  higher 
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user  fees.  Bond  proceeds  will  be  fully  expended  in  fiscal  1991,  so  interest 
earnings  from  the  bonds  will  end.  Coal  taxes  were  only  authorized  by  the 
legislature  for  the  term  of  the  RTF  program,  ending  in  fiscal  1993.  The 
general  fund  transfer  was  a  one-time  injection,  including  $4  million  for  a 
preliminary  RTF  program  and  $20  million  to  provide  sufficient  revenues  to 
keep  the  fund  solvent.  Minerals  royalties  were  redirected  to  the  school 
foundation  program  during  the  June  1986  special  session.  The  reliance  on 
these  short  term  sources  of  funds  significantly  contributed  to  the  current 
imbalance  of  expenditures  over  revenues. 

ASSESSMENT    OF    FUNDING    NEEDS 

This  section  will  look  at  anticipated  major  changes  in  the  highways 
program,  including  the  end  of  the  RTF  authorization  and  the  impact  of  bond 
debt  service,  and  provide  an  assessment  of  the  proposed  changes  in  federal 
aid  funding.  Finally,  it  will  address  the  total  funding  needs  of  the  highway 
program  and  the  impact  on   the  highways  fund  balance. 

Ten    Year    RTF    Program    Ends    In    Fiscal    1993 

In  1983,  the  department  determined  that  the  state's  5,500  mile  primary 
systpm  was  rapidly  deteriorating,  with  over  70  percent  of  the  system 
requiring  improvements  or  reconstruction.  The  department  argued  that 
fpH^ral  aid  program  funds  were  inadequate  to  meet  the  needs  of  the  primary 
system,  sino°  the  emphasis  of  that  program  was  on  the  interstate  system. 
The  department  proposed  and  the  48th  legislature  enacted  the  ten  year 
Reconstruction  Trust  Fund  (RTF)  program  to  reverse  the  deterioration  of 
the   system.       Up    to    $40   million    per   year   of    100   percent   state   funds    was 
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authorized  to  rebuild  the  system.  This  program  was  to  be  in  addition  to 
the  existing  federal  aid  program. 

What  has  the  RTF  program  accomplished?  Is  there  a  need  to  continue 
the  program  beyond  1991?  While  there  are  no  clear  answers  to  these 
questions,  it  is  important  to  assess  the  issues  that  may  have  to  be 
addressed  in  the  near  future  and  the  effects  of  those  issues  on  highways 
program  funding  needs. 

In  1983,  there  were  1,036  miles  of  the  primary  system  that  were  rated 
poor  by  the  department's  Present  Serviceability  Index  (PSI)  road  quality 
measurement  system.  Another  2,811  miles  were  rated  fair,  and  1,653  miles 
were  rated  good  to  excellent.  The  objective  of  the  RTF  was  to  nearly 
eliminate  the  number  of  miles  in  the  "poor"  category  and  to  move  as  many 
miles  as  possible  into  the  "good"  category.  By  the  end  of  fiscal  1988,  the 
number  of  miles  in  the  poor  category  had  been  reduced  70  percent,  to  only 
306  miles.  The  number  of  miles  rated  excellent  had  increased  65  percent, 
to  2,727  miles.  Since  these  improvements  were  all  accomplished  in  the  first 
five  years  of  the  scheduled  ten  year  program,  achieving  the  program 
objective  appears   to  bp   clearly  within   reach  by   the  end  of   1993. 

Table  19  summarizes  the  major  primary  system  construction  projects 
that  have  been  completed  since  1983  or  are  scheduled  to  be  let  to  contract 
by  1993,  utilizing  both  RTF  and  federal  aid  matching  funds.  As  the  table 
shows,  2,261  miles  of  roads  will  have  been  improved  in  the  10-year  period, 
based   on  information   compiled  by   the   department. 
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Major 
C 

TABLE    19 
Primary    System    Construction    Project1 

(Completed    and    Scheduled) 
alendar    Years    1983    through    1993 

(Costs  are  in  Millions) 

S 

Recons 

truction 

Widen/Repave 

Repa 

ve 

Total 

Miles 

Cost 
($) 

Miles 

Cost 
($) 

Miles 

Cost 
($) 

Miles 

Cost 
($) 

1983 

43.0 

30.7 

0.0 

0.0 

65   3 

8.1 

108.3 

38.8 

1984 

10.0 

11.8 

48.1 

12.2 

49.9 

6.7 

108.0 

30.7 

1985 

51.5 

43.2 

44.3 

14.8 

113.8 

22.2 

209.6 

80.2 

1986 

13.2 

13.3 

36.6 

7.1 

169.6 

22.6 

219.4 

43.0 

1987 

76.2 

50.6 

56.6 

9.5 

123.1 

14.2 

255.9 

74.3 

1988 

58.1 

52.3 

0.0 

0.0 

253.8 

24.3 

311.9 

76.6 

1989 

55.1 

37.9 

6.7 

1.7 

248.9 

24.8 

310.7 

64.4 

1990 

80.9 

48.9 

72.8 

20.9 

114.0 

22.5 

267.7 

92.3 

1991 

110.6 

71.2 

73.9 

23.2 

99.6 

18.1 

284.1 

112.5 

1992 

74.7 

48.4 

36.8 

13.1 

0.7 

0.3 

112.2 

61.8 

1993 

36.9 

22.5 

36.6 

11.9 

0.0 

0.0 

73.5 

34.4 

610.2 

430.8 

412.4 

114.4 

1238.7 

163.8 

2261.3 

709.0 

Another  measure  of  progress  is  the  department's  rating  of  critically 
deficient  primary  mileage.  In  1983,  458  miles  of  the  primary  system  were 
rated  critically  deficient. 
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GRAPH    20 
Primary    Highway    System 
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Graph  20  shows   the  progress 
made   and   expected   to   be   made   by 


Critically    Deficient    Mileage     1993      The  £raPh  sh°ws  that  the 

Fiscal      1981      through      1998    \     number  of  critically  deficient  miles 

will  be  reduced  to  fewer  than  100 
miles  by  1993.  It  also  shows  that 
without  RTF  funding  at  current 
levels,  there  would  be  an  additional 
6.3  miles  per  year  average  that 
would  become  deficient. 

It  should  be  noted  that  the 
RTF  program  was  not  intended  to  provide  full  road  design  standards  for 
nil  work  completed.  When  the  program  was  developed,  the  department 
concluded  that  the  cost  to  build  the  primary  system  to  full  design  standards 
would  be  prohibitive,  so  it  developed  a  modified  standards  plan.  This  plan 
included  limiting  full  reconstruction  to  roads  that  were  rated  poor  and  which 
had  high  volume  traffic.  For  other  road"?  needing  work,  expanded 
preventive  maintenane^  was  used  as  a  cost  effective  way  to  use  limited 
resources.  Preventive     maintenance,     such     as     repaving     and     resealing 

projects,  extend  the  service  life  of  highway  pavements  for  from  5  to  20 
years  at  less  than  half  the  cost  of  reconstruction.  However,  reconstruction 
of  these  projects  will  become  necessary  sooner  than  if  the  roads  had  been 
rebuilt.  Costs  were  also  saved  by  not  rebuilding  roads  to  full  design 
standards,  which  would  have  included  "all  weather"  design  standards  and 
wider  and  safer  pavement  standards.  Many  rural  primary  roads  are  being 
rebuilt  to  28  or  32  foot  pavement  widths,  instead  of  the  40  foot  standard 
considered  ideal  by    the   department. 
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There  has  clearly  been  significant  improvement  in  the  state's  primary 
system  as  a  result  of  the  current  ten  year  RTF  program.  The  question 
remains  whether  the  federal  aid  program  will  provide  sufficient  funding  to 
avoid  deterioration  of  the  primary  system  when  the  RTF  program  ends. 
With  the  national  interstate  system  nearly  complete,  the  door  is  open  for  a 
shift  of  funding  emphasis,    but  other  competing  priorities  may  prevail. 

In  1982,  the  department  conducted  an  in-depth  needs  assessment  to 
better  understand  the  nature  and  extent  of  Montana's  highway  needs.  This 
needs  assessment  demonstrated  the  need  for  the  RTF  program.  The 
department  has  not  undertaken  another  major  needs  assessment  since  1982, 
although  it  does  have  an  ongoing  sufficiency  rating  system  to  assess  the 
condition  of  the  interstate  and  primary  systems.  As  the  RTF  system  moves 
toward  its  scheduled  completion  and  the  federal  system  shifts  its  focus,  a 
new  needs  assessment  study  might  be  necessary  to  provide  a  basis  for 
planning  the  future  needs  and  funding  requirements  for  Montana's  highway 
program  in  the  next  decade.  If  a  fully  state  funded  program  such  as  the 
RTF  program  is  to  be  continued  beyond  1993,  the  equivalent  cost  of  the 
program  would  be  one  cent  of  fuel  tax  for  every  $5  million  authorized 
annually.  To  fully  fund  the  current  level  RTF  authorization  would  require 
either  an  eight  cent  fuel  tax  increase  or  other  equivalent  revenue  increases. 

Proposed    Changes    in    The    Federal    Aid    Program 

The  federal  aid  highway  program  was  designed  over  30  years  ago 
primarily  to  develop  a  nationwide  interstate  system.  A  federal  highway 
trust  fund  was  created  to  provide  funding  to  the  states  to  construct  and 
maintain  the  interstate  system  and  major  roadways.  The  fund  has  been 
supported  primarily  by  federal  fuel  taxes,    which  are  currently  9  cents  per 
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gallon  for  gasoline  and  15  cents  per  gallon  for  diesel.  The  distribution  of 
federal  funds  has  been  primarily  based  on  miles  of  roadway  and  has 
recognized  that  funding  should  favor  "bridge  states",  such  as  Montana, 
where  much  of  the  traffio  on  state  highways  is  bound  out-of-state.  Montana 
has  fared  well  under  the  current  program,  receiving  over  $2  for  every 
dollar  of  federal  tax  paid  into   the  fund   by  Montanans. 

The  interstate  building  program  is  coming  to  an  end,  and  the  nation's 
transportation  focus  is  changing.  Congress  and  the  President  are  seeking 
a  new  focus  for  thp  program,  which  is  likely  to  be  significantly  different 
from  the  current  program.  Virtually  every  proposal  under  consideration 
would  provide  reduced  federal  aid  for  Montana.  The  most  prominent 
proposal  for  revamping  the  program  places  priority  on  urban  congestion. 
Tt  is  unlikely  that  this  plan  would  be  as  beneficial  for  Montana.  There  is 
also  discussion  of  reducing  and/or  terminating  the  federal  aid  program, 
placing  more  responsibility  on  the  states  for  the  highway  program  through 
increased  state  user  fees.  For  a  state  like  Montana  (where  federal  aid 
received  is  double  thp  tax  paid  by  Montanans),  this  course  of  action  would 
have  a  serious  financial  impact  on  the  highway  program,  requiring  a 
doubling  of  the  fuel  taxes  or  other  equivalent  revenues  in  order  to  maintain 
currpnt  level  construction  and  services.  States  are  at  odds  over  revised 
funding  methods,  particularly  the  heavily  populated  urban  states  versus  the 
loss  populated  rural  states.  But  most  observers  predict  that  states  will 
havp  to  start  paying  a  larger  share. 

The  federal  government  has  funded  the  highway  program  with  five 
year  authorization  arts,  and  the  current  act  expires  in  1991.  Therefore, 
Congress  must  address  a  new  proposal  and  is  expected  to  enact  the  new 
plan  in  1991.  It  is  difficult  to  assess  the  impact  on  Montana  until  the  plan 
comes   closer   to   pnactmpnt.         The   primary  focus   of   the   proposal  currently 

38 


under  consideration  by  Congress  is  distribution  of  federal  highway  funding 
based  on  increased  emphasis  on  state  population  and  vehicle  miles  travelled, 
with  less  emphasis  on  miles  of  roadway.  Under  this  proposal,  a  Highway 
System  of  National  Significance  (HSNS)  would  be  designated,  prioritizing 
federal  aid  for  those  roads  carrying  the  largest  volume  of  traffic.  Under 
this  plan,  only  Montana's  interstate  system  and  approximately  fifty  percent 
of  the  primary  system  would  be  designated  as  part  of  the  Highway  System 
of  National  Significance.  The  financial  burden  for  the  rest  of  the  primary 
system  and  the  secondary  system  would  fall  primarily  upon  state 
government,  with  a  significantly  increased  state  match  requirement.  In  a 
worst  case  scenario,  this  plan  would  reduce  Montana's  federal  aid 
distribution  from  $100  million  to  $70  million  annually  and  require  a  higher 
state  match.  At  $70  million,  it  would  cost  Montana  taxpayers  the  equivalent 
of  6  cents  in  increased  fuel  taxes  to  replace  the  lost  federal  funding.  This 
may  be  unpopular  with  Montanans,  since  our  current  20  cent  fuel  tax  is 
among  the  highest  in  the  nation,  and  the  states  that  would  benefit  most 
from  the  proposal  have  lower  fuel  taxes.  Further,  the  Montana  roads  that 
would  become  part  of  the  HSNS  are  those  that  have  been  improved  most 
under  the  interstate  and  RTF  programs.  The  roads  that  are  not  included 
in  the  HSNS  are  those  in  the  worst  condition.  Recent  proposals,  however, 
have  included  a  "hold  harmless"  clause,  which  would  guarantee  that  each 
state  receives  no  less  than  what  it  received  under  the  current  program  and 
that  "hold  harmless"  states  would  share  in  federal  aid  program  growth. 
This  proposal  would  enable  Montana's  federal  funding  to  continue  at  current 
level,  but  match  requirements  may  be  higher.  There  is  little  hope  that 
Montana's  allocation  of  federal  aid  would  significantly  increase  under  the  new 
authorization   act.      For  now,    the   "best  case"   scenario   is   that  Montana  will 
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maintain  its  current  level  of  funding.     But  a  period  of  uncertainty  will  exist 
until  the  new  plan  is  enacted. 

Bond    Debt    Service 

The  accelerated  construction  program  of  the  past  several  years  was 
financed  in  part  by  proceeds  from  the  issuance  of  $150  million  in  bonds. 
Now,  current  highways  revenues  must  pay  for  the  debt  service  on  these 
bonds.  The  impact  on  current  and  future  revenues  is  shown  in  Table  21. 
Since  the  highways  fund  already  expends  more  than  it  takes  in,  the 
scheduled  increases  in  debt  service  will  require  either  new  revenues  or  a 
curtailed  highway  program.  The  table  shows  the  equivalent  amount  of  fuel 
taxes  required  to  finance  the  bond  debt  service  through  fiscal  2006.  The 
highways  building  bonds  will  be  retired  in  fiscal  1996  and  the  $150  million 
highway  revenue  bonds  will  be  retired  in  fiscal  2006. 
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TABLE 

21 

Debt 

Service 

Obligations        Highways    Fund 

Fiscal 

1990    throug 

h    Fiscal 

2006 

Fiscal 
Year 

Building 
Bond   ($) 

Highway 

Rev.    Bonds 

($) 

Total   ($) 

Gas/Diesel  Tax 
Equivalent 

1990 

603,000 

10,041,083 

10,644,083 

2.1 

cents 

1991 

606,750 

10,041,083 

10,647,833 

2.1 

cents 

1992 

614,250 

10,041,083 

10,655,333 

2.1 

cents 

1993 

615,250 

10,041,083 

10,656,333 

2.1 

cents 

1994 

620,000 

17,646,033 

18,266,033 

3.7 

cents 

1995 

623,250 

17,625,858 

18,249,108 

3.7 

cents 

1996 

630,000 

17,603,493 

18,233,493 

3.7 

cents 

1997 

— 

17,579,585 

17,579,585 

3.5 

cents 

1998 

— 

17,551,824 

17,551,824 

3.5 

cents 

1999 

— 

17,525,008 

17,525,008 

3.5 

cents 

2000 

— 

17,488,105 

17,488,105 

3.5 

cents 

2001 

— 

17,453,963 

17,453,963 

3.5 

cents 

2002 

— 

17,418,600 

17,418,600 

3.5 

cents 

2003 

— 

17,374,300 

17,374,300 

3.5 

cents 

2004 

— 

17,304,400 

17,340,400 

3.5 

cents 

2005 

— 

17,298,960 

17,298,960 

3.5 

cents 

2006 

— 

17,259,760 

17,259,760 

3.5 

cents 

Mow    Much    Funding    Is    Needed   To    Maintain    Montana's 
Highway    System? 

There  is  no  clear  answer  to  this  question.  A  needs  assessment  study 
similar  to  the  one  completed  by  the  department  in  1982  may  be  needed  to 
quantify  program  needs.  It  appears  certain,  however,  that  the  cost  of 
maintaining1  an   effective  highway  system  will  exceed  available   revenues  for 
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the     foreseeable     future.         In     a     white     paper    dated     October     19,     1989, 
department  assessed   the  status  of  the  Montana   highway  system  as  follows: 

-  Our  5,500  mile  primary  system  is  seriously  outdated  and  much 
of  it  is  physically  dilapidated.  The  median  age  of  the  system  is 
32   years. . . 2 

-  Montana's  4,400  mile  secondary  system  is  about  50  percent 
gravel  road  and  50  percent  paved.  The  pavements  on  three- 
fourths  of  the  paved  secondary  roads  are  20  to  40  years  old  and 
have  had  very  limited  maintenance  preservation  work  done  on 
them. 

-  The  median  age  of  the  streets  that  constitute  Montana's  urban 
system  is  almost   40  years. 

-  ...Two-thirds  of  Montana's  off-system  bridges  are  deficient  and 
half  of  these  currently  have  serious  structural  problems. 

-  If  there's  good  news,  its  that  Montana's  1,200  mile  interstate 
system  is  complete  and  in  very  good  condition  overall.  It's  one 
exception   to  an  otherwise  grim  picture. 

The    legislature    will    be    faced    with    determining    the    minimum   level   of 

effort    required     to    maintain    the    highway    system    that    will    fit    Montana's 

strained    highway    budget    and    limited    msources.       Currently,    department's 

stated  priorities  and  budgeting  policies  are,    in   priority  order: 

1.  Meet  debt  service  obligations  incurred  by  the  bond  program; 

2.  Maintain   the  current  level  of  effort  on  highway  maintenance; 

3.  Match  every  available  federal-aid  highway  dollar; 

4.  Build   a*  many  RTF  projects  as  remaining  funds  will  allow. 

Thp  current  level  of  effort  on  these  priorities  may  have  to  be 
scrutinized  in  attempting  to  establish  a  minimum  level  of  effort  while 
resolving  the  current  budget  imbalance  of  expenditures  exceeding  revenues. 


2While  this  assessment  appears  to  contradict  other  assessments  by  the 
department  regarding  the  accomplishments  of  the  RTF  program  in  improving 
the  primary  system,  the  department  argues  that  the  white  paper  assessment 
was  designed  to  make  the  federal  government  aware  of  Montana's  need  for 
additional  funding. 
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ALTERNATIVES    FOR    ADDRESSING    THE 
PROJECTED    HIGHWAYS    FUND    IMBALANCE 

A  number  of  alternatives  are  available  to  the  1991  legislature  to  deal 
with  potential  budget  shortfalls,  including:  1)  deferral  of  the  issue  until 
the  1993  session;  2)  budget  outs;  3)  transfers  of  funds;  and  4)  revenue 
increases.      This  section   lists  options  within  each  of  these  alternatives. 

These  alternatives  are  not  presented  as  recommendations.  They  are 
intended  only  to  give  the  Committee  an  idea  of  the  alternatives  available  and 
in  some  cases  the  magnitude  of  revenue  saved  or  generated  by  each 
alternative.  No  analysis  has  been  made  of  the  impact  of  these  alternatives 
on  either  the  programs  affected  or  taxpayers.  The  list  of  alternatives  is 
not  exhaustive. 

Defer    Action    Until    The    1993    Session 

Although  there  is  a  budget  imbalance,  the  fund  would  be  able  to 
maintain  a  minimum  $10  million  balance  through  the  1993  biennium  if  the  1993 
biennium  budget  is  held  to  the  current  level  1991  adjusted  base,  with  no 
mor^  than  3  percent  for  Inflation,  construction  costs  at  a  $100  million  federal 
aid  lev°l,  and  the  RTF  program  as  projected  by  the  department.  If 
expenditures  are  kept  at  this  level,  the  legislature  can  defer  action  to 
address   the  fund's  declining  cash  balance  until  the  following  biennium. 


Budget    Cu(s 

The  highway  operating  program  comprises  nearly  80  percent  of  total 
highways  fund  expenditures  in  fiscal  1991,  excluding  revolving  funds  and 
including  the  biennial   appropriation  for  long-range  building. 
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GRAPH    22 

Highways    Fund 

Fiscal    1991    Expenditures 


(Mi  I  I  i  ons ) 


Graph  22  depicts  the  highways 
fund  distribution  as  appropriated 
for  fiscal  1991.  The  distribution  to 
local  government  uses  7.6  percent, 
debt  service  another  5.7  percent, 
and  other  agencies  utilize  7.3 
percent. 

This      section      will      examine      each 
"slice"      of      the      highways      special 


revenue   pie   for   possible    budget    reductions.       The   debt   service   portion    is 
excluded,    since   these  costs   are  fixed  under  the   terms  of  the  bond  issues. 


Highway      Operating      Program 

Nearly  80  percent  of  the  total  adjusted  highways  fund  fiscal  1991 
appropriation  is  for  highways;  operations.  Graph  23  shows  how  the  funds  in 
this  program  will  be  spent. 
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Highway    Operating    F'rogram 

Fiscal    1991     Expenditures 
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Arjmini  slr^'inn 

$10  3   7.0% 
Maintenance 

$.16  3  31  5% 


R  TF   Const!  action 
$52  3  35 5% 

Construction 
$3  7  Q  25  3% 


Sixty-one      percent      of      the      highways      operating      program      is      for 
construction,        including        contract        engineering       and       preconstruction 
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design/planning.  Maintenance  comprises  31  percent  of  the  total  program. 
The  administration  portion  includes  general  overhead  and  operation  of  the 
GVW  Division. 

Table  24  shows  the  potential  savings  the  highways  operating  program 
would  yield  with  percentage  decreases  across-the-board  or  with  selective 
reductions  in  certain   areas  of  the  program. 


TABLE    24 

Cost    Savings    from    Reductions 

Highway    Operating    Program 

1993    Biennium 


1993   Biennium   Savings   (Millions) 


1) 

Across- the- Board   Reductions 

1   Percent 

$  2.9 

5   Percent 

14.7 

10  Percent 

29.4 

2) 

Maintenance  Program 

1   Percent 

0.9 

5   Percent 

4.6 

10   Percent 

9.3 

3) 

Construction  Program 

1   Percent 

1.8 

5   Percent 

9.0 

10   Percent 

18.0 

4) 

Eliminate  RTF  Construction 

100  Percent 

71.8 

Across-the-board  reductions  would  force  a  significant  reduction  in 
construction  costs,  most  likely  coming  from  the  RTF  program,  although  it 
could  also  result  in  a  need  to  turn  back  federal  aid  funds  for  lack  of  state 
match  funds.      A  decrease   in   the   current  level  maintenance  program  would 
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mean  a  reduced  level  of  maintenance  of  our  highway  infrastructure,  which 
might  lead  to  higher  reconstruction  costs  in  the  future.  The  current  system 
for  establishing  maintenance  levels  already  sets  reduced  service  levels  based 
on  budget  constraints.  The  projected  savings  from  eliminating  the  RTF 
program  is  the  amount  thp  department  has  projected  for  the  program  in  the 
1993  biennium.  Eliminating  the  RTF  program  two  years  early  would  only 
defer  the  creation  of  a  deficit  in  the  highways  fund,  since  the  fund  will 
still  have  an  imbalance  even  after  the   RTF  program  ends. 

Local      Government       Distribution 

The  department  distributes  $14  million  per  year  to  counties  ($6.35 
million)  and  cities  ($7.65  million)  as  pass -through  for  construction, 
maintenance,  and  repair  of  rural  roads.  This  annual  distribution,  which  is 
a  statutory  appropriation  required  by  Section  15-70-101,  MCA,  was  raised 
to  $14  million  from  $6.5  million  in  1983.  If  the  legislature  enacted  local 
option  taxes  that  allowed  local  governments  to  raise  this  revenue  from  local 
sources,  the  state  pass- through  of  this  revenue  could  be  reduced  or 
eliminated  and  thr  funds  could  be  utilized  for  the  state  highway  program. 
Possiblo  cost   reductions  arp  shown   in   Table  25. 
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TABLE 

25 

Cost 

Savings 

from 

Reductions 

Local 

Government 

Distribut 

ion 

1993 

Biennium 

n 

1993   Biennium 

Savings 

(Millions) 

1 )    Pprcentage 

Reductio 

1 

Percent 

$  0.3 

5 

Percent 

1  .4 

10 

Percent 

2.8 

IOC 

1  Percent 

28.0 

Non-Highway      Programs 

Highways    special   revenue   funds    utilized   by   other   state   agencies   are 
shown  in   Graph  26. 


GRAPH    26 

Other    Agencies 

Fiscal    1991    Expenditures 


(Mi  I  I  i  nn<z  ) 


Highway  Oner  Pg 


Other  Agencies 


Local  Qovf  Diet 
Bond  Debt  Svc 


U    Other      $1.0      7.4% 

Long  Range  Bldg 

$1.7      12.6% 


Highway  Patrol 
$10  8      80.0% 


The  Highway  Patrol  Division  in  the  Department  of  Justice,  with  an 
annual  budget  of  $10.8  million,  utilizes  80  percent  of  the  total  funds  ($13.5 
million)  that  go  to  other  agencies.  The  Department  of  Commerce  receives 
highway  funds  to  help  fund  the  Aeronautics  Division.  The  Highway  Traffic 
Safety  Division  utilizes  highways  funds  as  a  10  percent  match  for  federal 
grant  funds  for  safptv  issues       Long  range  building  utilizes  highways  funds 
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for  highway  related  projects,  including  funds  for  the  Department  of  Fish, 
Wildlife,  and  Parks'  road  projects  and  for  Department  of  Highways  building 
needs.  Table  27  shows  the  potential  savings  to  the  highways  fund  if  non- 
highways  programs   received  percentage   reductions. 


TABLE 

27 

Cost    Savings    from    Reduet 

ions    - 

Other    Agencies 

1993    Biennium 

1993   Biennium   Savings    (Millions) 

1) 

Across- the- Board   Reductions 

1   Percent 

$0.3 

5   Percent 

1.3 

10   Percent 

2.7 

2) 

Highway  Patrol    (Dept.    Justice) 

1   Percent 

0.2 

5   Percent 

1.1 

10  Percent 

2.2 

3) 

Long  Range   Building 

50  Percent 

0.8 

Fund    Transfers 

Graph  26  showed  the  highways  funds  utilized  by  other  state  agencies. 
Article  VTTT,  Section  6,  of  the  Montana  Constitution  allows  highway  fees  and 
taxes  to  be  usel  for  highway  safety,  as  well  as  for  highway  construction 
and  maintenanoe  and  related  purposes.  This  has  been  the  justification  for 
utilizing  highway  funds  for  the  Highway  Patrol  and  Highway  Traffic  Safety 
Division.  If  other  funding  sources  could  be  found  for  the  Highway  Patrol 
Division  and  the  remaining  non  highway  agency  programs,  there  would  be 
up    to   $25   million    in    biennial   savings    that   could   be   dedicated   to    the   state 
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highway    program.       Providing   alternative    funding   for    the    Highway    Patrol 
alone  would  generate  $21.6  million  for  the   1993  biennium. 

Other  potential  fund  transfers  into  the  highways  fund  that  might  be 
considered  include: 

1)  Increase  or  make  permanent  the  allocation  of  coal  severance  tax 
proceeds  to  the  highways  fund.  Currently,  the  highways  fund  receives  an 
allocation  of  12  percent  of  the  coal  tax  proceeds,  but  that  allocation  is 
scheduled  to  sunset  at  the  end  of  the  1993  biennium.  An  increase  in  the 
current  allocation  would  bring  in  additional  revenues  for  the  1993  biennium, 
amounting  to  approximately  $0.9  million  for  each  percent  increase  in  the 
allocation.  Making  the  current  coal  tax  allocation  permanent  would  provide 
an  estimated  $9  million  of  additional  revenues  per  biennium  in  the  1995 
biennium  and  beyond.  This  reallocation  would  reduce  revenue  to  the 
general  fund,  school  equalization  account,  constitutional  trust  fund,  and 
other  accounts  that  receive  a  portion  of  the  coal  severance  taxes. 

2)  Restore  the  37.5  percent  share  of  federal  mineral  royalties  that 
had  hoeri  allocated  to  the  highways  fund  through  fiscal  1986.  During  the 
June  1986  special  session,  this  allocation  was  transferred  to  the  school 
foundation  program.  Restoring  this  allocation  would  provide  an  estimated 
$17  million  to  the  highways  fund  in  the  1993  biennium,  reducing  the  school 
equalization  account  by  a   like  amount. 

3)  Allocate  interest  earned  on  the  highways  fund  balance  back  to  the 
fund.  Currently,  the  interest  earned  on  the  fund  balance  is  being 
deposited  into  the  general  fund.  The  amount  of  revenue  that  this  transfer 
could  generate  would  depend  on  the  average  fund  balance  in  the  highways 
fund.     Based  upon  projected  fund  balances  for  the  1993  biennium,   retaining 
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the   interest   could   general   an   additional   $2    to   $4   million   for    the   highways 
fund  in   the   1993  biennium. 

Revenue    Increases 

Fuel      Taxes 

Increases  in  fuel  taxes  have  been  the  "traditional"  source  for  funding 
increases  in  the  highway  program  during  the  past  decade.  When  Montana 
enacted  its  20  cent  rate  in  fiscal  1987,  it  was  the  highest  gas/diesel  tax  in 
the  nation,  but  since  that  time  several  states  have  met  or  exceeded 
Montana's  rate.  Twenty-three  states  increased  their  fuel  taxes  in  calendar 
year  1989  alone.  Currently,  eight  other  states  match  Montana's  20  cent  gas 
tax  rate  and  six  other  states  exceed  that  rate.  Six  states  match  and  nine 
states  exceed  Montana's  diesel  tax  rate.  Table  28  shows  a  comparison  of  the 
current  gas  and  diesel   tax  rates  for  all  states  as  of  May   1990. 
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TABU     28 

State    Casoli 

ne    and 

Diesel    Taxes    per 

Ga 

Hon 

As    of 

July    1,    1990 

State 

Gasol ine 

Diesel 
Fuel 

State 

Gasol ine 

D 

iesel      Fuel 

Alabama 

$0.11 

$0.12 

Missouri 

$0.11 

$0.11 

Alaska 

$0.08 

$0.08 

MONTANA 

$0.20 

$0.20 

Arizona 

$0.17 

$0.17 

Nebraska 

$0.22 

$0.22 

Arkansas 

$0. 135 

$0. 125 

Nevada 

$0,162 

$0.22 

California* 

$0.0" 

$o.oo 

New      Hampshire 

$0.16 

$0.  16 

Colorado* 

$0.70 

$0,205 

New      Jersey 

$0,105 

$0,155 

Connecticut 

$0.22 

$0.22 

N^w      ilexico 

$0,162 

$0,162 

Delaware 

$0.  16 

$0.  16 

New      York 

$0.08 

$0.10 

Dist.      of 
Columbia 

$0.18 

$0.18 

North      Carolina 

$0,217 

$0,217 

Florida 

$0.0<+ 

$0.0<+ 

North      Dakota 

$0.17 

$0.17 

Georgia 

$0,075 

$0,075 

Ohio 

$0.20 

$0.20 

Hawaii*** 

$0.22 

$0.22 

Oklahoma 

$0.17 

$0.13 

Idaho 

$0.18 

$0.18 

Oregon* 

$0.18 

$0.18 

111  in'-'i  s 

$0.1" 

$0,215 

Pennsylvania 

$0.12 

$0.12 

Indiana 

$0.  IS 

$0.16 

Rhod"      Island 

$0.20 

$0.20 

Iowa 

$0.20 

$0,225 

South      Carolina 

$0.16 

$0.16 

Kansas* 

$0.16 

$0.18 

South      Dakota 

$0.  18 

$0.18 

K'jn  tucky 

$0.15 

$0.12 

Tennessee 

$0.20 

$0.17 

Louisiana 

$0.20 

$0.20 

Texas 

$0.15 

$0.15 

Maine 

$0.17 

$0.20 

Utah 

$0.10 

$0.1o 

Mary  1  and 

$0. 185 

$0,185 

Vermont"* 

$0.15 

$0.16 

Massachusetts           $0.11 

$0.11 

Vi  rg  i  nia 

$0,175 

$0.16 

Mich  igan 

$0.15 

$0.15 

Washington 

$0.22 

$0.18 

Minnesota 

$0.20 

$0.20 

West      Virginia 

$0    155 

$0.  TS5 

Mississippi 

$0.  18 

$0.  18 

Wiscons  in 

$0,215 

$0,215 

Wyom  ing 

$0.09 

nex  t 
$0 

$0.09 

two      years . 
.275. 

*          These 
**      Vermont 
***This      is 

states      have 
has      an      appi 
an      average , 

approved      increases      to       take      effect      in 
roved      decrease      of      one      cent       in       1991. 
varies      among      counties*      from      $0,198      to 

Each  additional  one  cent  increase  in  fuel  taxes  provides  an  additional 
$5  million  per  year  in  state  revenues.  Approximately  $4  million  cnmps  from 
a  gas   tax  increase  and   $1   million  from  a   diesel   tax   increase. 
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Gross   Vehicle   Weigh!   (GVW)   Tax 

GVW  taxes/fees  have  not  been  increased  since  1968,  and  revenue  from 
GVW  fees  has  declined  significantly  relative  to  other  user  fees  (See  Table 
17).  In     evaluating     potential     revenue     increases     in     past     years,      the 

department  has  not  considered  GVW  increases  a  viable  means  to  raise 
significant  amounts  of  revenue.  However,  the  Legislative  Auditor,  in  a  June 
1990  Performance  Audit  Report  of  the  GVW  Division,  drew  several 
conclusions  about  GVW  fees,    three  of  which  are  summarized  below. 

1 )  Department  officials  had  no  basis  to  determine  if  current  user  fee 
levels  for  each  class  of  vehicle  are  appropriate  and  equitable.  No  studies 
have  been  done  to  determine  if  different  vehicle  classes  are  paying  their  fair 
share.  Since  fuel  tax  rates  have  more  than  doubled  in  the  past  decade 
while  GVW  licensing  fees  have  remained  the  same  for  over  two  decades,  has 
the   shift  in   cost   sharing  been  based   on  user  benefit? 

2)  There  was  no  evidence  that  GVW  fees  had  any  relationship  to 
vehicle  weight  and  pavement  design  standards  or  pavement  wear.  It  is 
unclear,  therefore,  whether  classes  of  GVW  vehicles  are  bearing  equitable 
shares  of   the  user   fees. 

3)  Overweight  fees  are  not  totally  related  to  the  wear  trucks  cause 
on  highways  because  the  fees  are  based  only  on  mileage  and  not  weight. 
The  fees  therefore  do  not  take  into  consideration  the  increased  pavement 
wear  caused  by  increased  axle  weights,  since  pavement  wear  goes  np 
geometrically  in  relation  to  weight  increases.  With  fees  based  nn  both 
weight  and  distance,  the  fees  would  increase  relative  to  weight  increases 
and  longer  distances  carried.  Evidence  indicates  that  weight. -distances  fees 
more  adequately  cover  administrative  and  road  wear  costs. 

The  audit  report  recommended  that  the  department  conduct  a  study  to 

determine  the  appropriate  level  of  highway  user  fees.      A  cost   responsibility 

study    was    suggested    to    determine    if    different    vehicle    classes    are    paving 

their  fair  share.      The   department   agreed   to   do   a   study,    although   it   does 

not  currently  plan  to  do  a  full  cost  responsibility  study.      Since  a  report  on 
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this  study  will  not  be  completed  until  at  least  June  1991,  it  will  not  be 
available  in   time  for  consideration  by  the   1991   legislature. 

Since  GVW  fees  have  not  been  increased  in  22  years  while  highway 
maintenance  costs  have  increased  dramatically,  there  is  a  question  whether 
the  fees  are  covering  the  costs  of  road  wear  caused  by  the  users.  If 
current  fees  have  not  been  accurately  based  on  pavement  wear  and  damage, 
it  is  not  clear  either  whether  significant  fee  increases  might  be  appropriate. 
Until  a  cost  responsibility  study  is  completed,  the  potential  revenues  from 
any  fee  increase  oannot  be  determined. 

In  a  recent  cost  responsibility  survey,  California  determined  that  heavy 
vehicles  were  not  paying  their  full  share  of  their  road  costs.  Within  recent 
months,  Calif ornians  approved  a  40  percent  increase  in  weight  fees  imposed 
on  commercial  vehicles  as  part  of  an  overall  transportation  restructuring  that 
also  will  double  the  amount  of  fuel  taxes.  While  Montana  may  not  have  a 
similar  situation,  the  possibility  of  significant  increases  in  GVW  fees  should 
not  be  ruled  out  until  a  complete  cost   responsibility  study  is  completed. 

Cooperative      and      Private      Funding 

The  Department  of  Highways  has  implemented  cooperative  agreements 
to  reduce  costs,  such  as  a  weigh  station  on  Interstate  90  near  the  Idaho 
border  in  which  construction  and  operating  cr>sts  are  shared  with  Idaho. 
An  agreement  with  West  Yellowstonp  for  a  joint  paving  project  in  and  near 
the  town  is  another  example  of  this  type  of  effort.  The  department  is 
currently  negotiating  with  private  interests  in  Billings  and  Missoula  to  build 
interstate  exchanges  with  some  private  funds.  Private  funding  of  road  work 
is  gaining  momentum  in  other  states,  and  while  it  may  not  be  as  easily 
applied  in  a  low  population  state  like  Montana,  it  could  be  explored  as  a 
means  of  bringing  in  additional  revenue  for  the  state  highway  program. 
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Funding      Alternatives      Utilized      by      other      states 

User  fees,  including  fuel  taxes  and  GVW  fees,  continue  to  be  the 
primary  source  of  highways  financing  nationwide.  However,  states  have 
implemented  alternative  sources  of  revenue  that  may  be  viable  options  for 
Montana.  Some  options  utilized  by  other  states  are  discussed  briefly  below. 
The  amount  of  revenue  these  options  could  bring  to  Montana's  highway 
program  are  unknown  without  additional  study. 

Motor  Fuel   Sales  Tax 

A  sales  tax  on  motor  fuels  is  used  as  a  highway  program  funding 
source  revenues  in  12  states.  This  sales  tax  is  in  addition  to  any  other 
fuel  tax.  An  advantage  of  the  sales  tax  is  that  the  tax  is  tied  to  the  price 
of  the  fuel,  and  will  go  up  as  prices  go  up,  whereas  a  cent  per  gallon  tax 
is  baspd  strictly  on  volume.  Each  1  percent  sales  tax  on  motor  fuels  in 
Montana  would  yield  approximately  $5  million  per  year,  after  administrative 
expenses. 

Severance__Taxes 

Wyoming  obtains  less  than  one-half  of  its  highway  funds  from  user 
fees.  Over  50  percent  of  its  highway  funding  comes  from  severance  taxes 
on  coal,    oil,    gas,    and  other  minerals. 

Toll  Roads  and  Bridges 

Toll  roads  and  bridges  exist  in  28  states  to  supplement  highways 
funding.  This  method  may  have  limited  application  in  low  population  states 
like  Montana. 
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HIGHWAY    DEPARTMENT    PLANNING 

What  will  the  Department  of  Highways  propose  in  its  1993  biennium 
budget?  At  this  time,  the  department  has  not  announced  its  plans  for 
specific  funding  measures  for  the  highway  program.  In  a  May  11,  1990 
letter  to  the  Legislative  Fiscal  Analyst,  the  department  director  stated  that 
the  department  priorities  remain  the  same:  to  pay  the  bond  indebtedness, 
maintain  current  level  maintenance,  match  all  available  federal  aid,  and  build 
as  many  RTF  projects  as  funds  will  allow.  He  stated  that  "the  department 
and  the  Governor  remain  committed  to  accomplishing  this  with  no  revenue 
increases,    if  possible." 

As  stated  previously,  the  department  has  agreed  to  review  GVW  taxes 
and  to  undertake  a  cost  responsibility  study,  but  they  do  not  plan  to 
include  in  the  study  the  potential  for  any  significant  increases  in  GVW  fees, 
since   they  contend   the  study  is   to  determine  cost/benefit  only. 

While  the  department  recognizes  that  in  order  to  continue  the  current 
lpvel  construction  program  a  revenue  increase  may  be  necessary  at  some 
point,  they  have  not  yet  proposed  a  funding  plan.  However,  in  May  1990, 
the  director  stated  that  "due  to  the  nature  of  Montana's  roads  and  tax 
structure,  we  find  ourselves  fairly  well  limited  to  increases  in  motor  fuel 
taxes  as   the  only  viable  means  to  raise  significant  amounts  of  revenue." 

Two  other  highway  officials  have  stated  that  a  gas  tax  increase  is 
needed  in  the  1993  biennium.  The  chairman  of  the  Highway  Commission 
stated  that  "Montana  needs  to  increase  its  motor  vehicle  gasoline  taxes  to 
pay  for  needed  road  projects",  and  that  the  increase  needs  to  be  done  in 
the  1991  session.  Further,  the  director  of  the  Montana  division  of  the 
Federal  Highways   Administration   stated  in  a  recent  public  hearing   that  he 
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is   convinced   that   Montanans   will   have   to   talk   about  a   gas   tax   increase   in 
the  next  session. 

SUMMARY 

The  highway  program  is  at  a  critical  crossroads,  and  the  final  outcome 
is  not  at  all  clear.  What  is  certain  is  that  the  funding  process  will  be 
significantly  changed,  and  many  of  the  changes  will  not  be  favorable  to 
Montana's  highway  program.  The  RTF  will  end  in  fiscal  1993,  and  current 
funding  cannot  support  the  continuation  of  the  program.  It  would  require 
the  equivalent  of  8  cents  of  fuel  tax  to  continue  the  current  authorization. 
Bond  proceeds  have  been  exhausted,  and  the  debt  service  on  the  bonds  is 
increasing,  requiring  over  3  cents  of  current  fuel  tax  proceeds  to  meet  the 
payments.  Federal  funding  is  likely  to  decline  after  fiscal  1991.  Under  the 
leading  Congressional  proposal,  Montana  would  lose  over  $30  million  in 
federal  funds  per  year,  equivalent  to  6  cents  per  gallon  fuel  tax.  The 
existing  imbalance  of  expenditures  over  revenues  will  require  the  equivalent 
of  at  least  a  3  cent  fuel  tax  increase  to  maintain  current  level.  The  total 
bill  for  a  correction  of  the  fund  imbalance,  continuing  the  RTF,  and 
replacing  $30  million  in  lost  federal  funds  would  be  equivalent  to  a  17  cent 
fuel  tax  increase,  without  even  considering  the  impact  of  higher  state  match 
ratios.  This  potential  17  cent  tax  increase  would  nearly  double  our  already 
high  20  cent  fuel  tax. 

There  may  be  more  bad  news  on  the  horizon  for  highway  funding.  In 
addition  to  the  unquantifiable  budget  impact  of  possible  higher  state  match 
requirements,  another  proposal  in  Congress  could  increase  federal  fuel  taxes 
by  25  cents   to  help  reduce  the  federal  budget  deficit. 
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These  issues  will  require  the  department  to  consider  significant 
changes  in  the  1993  biennium  budget  proposal.  In  turn,  the  1991  or  1993 
legislatures  will  have  to  consider  various  options  for  modifications  in 
expenditures  and/or  revenues   to  keep  Montana's  highway  program  solvent. 
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